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1. Introduction

At the core of this paper prepared for Revenue Watch Institute is the assumption that there is a need for greater effort |
ensuring local content development increases economic activity within the geographic area affemiedds/or mining
(OGM) projets. While there are significant national economic expectations around the extractives sectors, likewise
around the participation of local industries, the purpose of this paper is to consider how to maximise benefits to local
communities and to mitigate gientially negative economic outcomes associated with extractives activities.

An important consideration is the journey local content development has taken in the context@Ghtsectorg in

theory and practiceA paper commissioned Revenue Watch stitute 6 W{ 2 OA I £ , Raipgld2809)kngkest S NHzt
the point that corporate social responsibility (CSR) has evolved from\m@ingary to beingassumed and expected.
Similarly, the role and expectations of local content have evolved and it has beamitieal element of the resource
aSO002NDRa Sy3al3SYSyld gAGKAY (KS O2 dzjalsdstartddito ddvElopkrida 2 LIS
ideally should béinked with industry development prioritiedpproaches vary widely across coungrigowever, and are
dependentoreachO2 dzy i NE Qa AYRAQGARdAZ f RS@St2LIVSyid LI Ko

Regardless of the regulatory landscape, operating environment or the best intentions of involved parties, truly success
local (or national) content outcomes can only be dribg the cooperation and aligned intent of the four key sectors
(actors) involved. These are: the governmengational and sulmational; the company or project proponent; civil

society groups (broadly defined) and donors including international finansialitions (IFIs).

The sectors have different drivers, goals and stakeholders and collectively form a complex system of interactions,
influences and ultimately outcomes. Application of their role varies significantly between countries and the iistersect
between them can create unique opportunities for progress in local economic development. This, in part, explains why
OKSNB AayQd I RAAGAYOG 2NJ aAy3ddzZ F NI & LINRGSY | LILINEI C
creating the righenabling environment are becoming better known.

The relationship between central and provincial government is a key aspect-oétobal local content. How resource
revenues or royalties flow to the sutational level, the legislative power betwette two, the capacity of national and
provincial government, and the state of the local industrial base are all relevant to the developmentatisull local
content strategies.

Local content outcomes are not achieved quickly and this is especiallyittere the operating environment has a weak
or limited industrial base, where skills and technical capacity are not aligned to the industrial sector and where a
business enabling environment is yet be fully realised. While early progress is postiblimaer end of a supply chain,
opportunities of greater economic value take time to develop.

Thepolicy frameworlofferedin this documentargely assumes a developing country context or a more resoorrce
capacityconstrained environmenilhe framewok has beerdeveloped based on inputs gathered durtng phasesa

review of secondary datanterviewswith Revenue Watch Institute partners GhanaThedocument starts with an
2OSNVBASE 2F GKS OdNNByd wadlrdasS 2F LXFLeQ Ay 20t O2
perspective. The respective rolesthe four key sectorfactorsare outlined, considering their key driveFsnally aset of
recommendationss offeredon the specific role thaRevenue Watch Instituteouldfill, in keeping with the
2NHIyAalIGA2yQa YAadaArz2y YR @l fdzS LINRLRAAGAZY D
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2. Overview of issues related to local content

2.1 Currentapproaches to realisingie potential benefits oflocal content

It is broadly accepted that procuring from local sA@iinedium enterprises (SMEs)d employing locallgan bring
significant social and economic benefits to communities. In addition to creating business for suppbé@ocurement

can stimulate economic activity and attract further investment, both through suppliers engaging other suppliers for
inputs and through the multiplier effects of employees of local businesses spending some of their wages in their
communties. Other benefitganinclude: improving the quality of life for employees and business owners and operators
(through increased income and education/skikiysemination of new technologies and innovation to other market
participants, and attractionfanvestment in social infrastructure (SEAF, 2007; Esteves and Barclay, 2011).

With this end in mind, various governments have endorsedllcontenfpolicies andegidations.Contemporary local

content policies in OGM activities vary in scope and @vigipe of regulation appliedA mapping is provided in
AppendixA®.) In some cases, local content policies are designed for a clearly identified target group(s) in spatial,
industrial or social terms. In some other cases, they are part of a stratfgydamentally transform the local economy.

In such cases, it is expected that new productive activities arising directly and indirectly from OGM activities will make :
sustainable contribution to employment and income generation in the-fongThe levebf complexity and uncertainty
attached to different interventions varies with a number of factors: the number of actors expected to benefit from the
intervention; the initial state of the local economy relative to expected outcomes; and the alignmecaloddmtent
interventions with other industrial and developmental policy interventions.

Regulatory mechanisms available to ensure that local content provisions are implemented are usually specified in loca
content legislation and regulations outliniragél content requirements. OGM companies can also commit to certain

local content requirements under the terms of individual concession or framework agreements. The strength of
regulatory mechanisms varies with the specified monetary and operational aoesegs for OGM companies in case of
non-compliance. Some provisions do not specify any type of sanction fezampliance, but instead only suggest to

OGM companies that preferential treatment should be given to local suppliers and workers. Whernmaiance

arises, these provisions can ultimately rely only on moral suasion. It is also important to keep in mind that sourcing
locally, assuming all other factors are equal, makes good business sense for the company in some cases.

Regulatory mechanisms lnde those that mandate the purchase or use by OGM companies of goods and/or services o
domestic origin or from domestic sources, allow for a price premium for domestic suppliers when evaluating tenders

0 WLINA OS LINB TS NEBy OA y Aracdvalue Nk sviHl EhBiradt for Edb@tioiRbiNdohetyt enferprised 2
OWNBASNDIGA2Yy Q0> 2NJ YIS O00OSaa (2 &ALISOATAO FAaolf
requirements. These requirements may be contained in a local procurer@mtl{s implementation may be overseen

by national or subnational government regulatory agencies. It is common for the companies to be required to regularly
report on progress against a predetermined plan.

Contemporary experiences and practices acrossiies vary as to their definitions of local content and also the scope
and regulatory mechanisms available. Members of the World Trade Organisation (WTO) are technically bound under t
National Treatment Obligation (NTO) clause. Under this clausggriazompanies cannot be forced to buy from local
suppliers or hire local service suppliers if a better alternative in terms of price or quality exists abroad. In thepry, man

! The countries reviewed include: Afghanistan, Albania, Argentina, Armenia, Angola, Australia, Bangladesh, Belize, Bgnin, Boliv
Brazil, Burkina Faso, Burundi, Cambodia, Central African Republic, Chad, Canada, Chad, Chile, China, Colombia, Congo, Croatia
Democratic Republic of the Djibouti, Ecuador, El Salvador, European Union Countries, Equatorial Guinea, Gambia, Ghana, Guinee
Guinea Bissau, Haiti, Honduras, India, Indonesia, Japan, Kazakhstan, Kenya, Kuwait, Lesotho, Liberia, Libya, Madagadedy, Mala
Mauritania, Mexico, Mozambique, Myanmar, Mongolia, Namibia, Nepal, Niger, Nigeria, Norway, Paraguay, Papua New Guinea, Pe
Philippines, Russia, Rwanda, Saudi Arabia, Senegal, Sierra Leone, Solomon Islands, South Africa, Sri Lanka, aadzaimayThail
Leste, Togo, Trinidad and Tobago, Turkey, United States, Uruguay, United Arab Emirates, Uganda, Ukraine, Venezuela, Yemen,

Zambia and Zimbabwe.
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regulatory mechanisms employed by WTO member countries fall outside of vgeaitrissible by the WTO but often
member countries still tend to implement their preferred regulations. A view held by some experts within international
development institutions is that developing countries should not be encumbered by such restrictiogis putsuit of a
social and economic development agenda, particularly when leveraging foreign direct investment in the extractives
sector. There is a marked lack of evidence on the effectiveness of mechanisms to inform debate.

2.2 The negative impactsf local contentinterventions on resourceaffected communities

There area number ofocal contentrelatedtriggers leading to adverse consequences. For instance, setting

inappropriate key performance indicators (KPIs) and targets fordoogntcan encowage perverse behaviour. One
SEIFYLX S 2F (GKAA A& WINRYGAY3IQ 6KSNB O2YLI yASa I NB S
decisionmaking and benefits are held by individuals other than those who are not targeted beneficiahedanfat
procurement policy (Esteves and Barc§11). The impact on the local economy is also restricted when goods supplied
to resources companies are merely imported, repackaged and resold by local firms (2&2ED

Some ther examples ofinintended negative consequences of local content interventiaciside:

> Relativelyhigh wages paidybthe large resources companiisit can result iHocal peoplebeingdrawn away from
other businesses in town. As a result of these losses, local conisweah find their already limited services sector
shrinking even further. The loss to communities is compounded because they may also suffer a major loss in huma
capital, as experienced retailers, administrators, nurses and teachers leave their prféssiork in the resaces
sector;

> Community dissatisfaction that can result from seeing dragicworks being given to local people. Community
perceptions that particular groups have been favoured in the allocation of employment or business oppsroamitie
negatively affect social cohesion and lead to disputes within groups

> Unethical behaviourg/hichlead to community discontent. Some examples include local content interventions being
Ot 2aSfte IfA3IYySR g A GBthellddzisiheSse targets @sulting ia @lecHoN.bf oyftdctoss i 2 |
unable to meet prequalification without falsifying capabilities; extortion of fees to be part of a tender list;
authorisation of single/sole sourcing without appropriate governance arrangementsydidg between contractors
to increase prices; or bribery of officials to provide certificgtion

> SMEs that have the resource compansyiteeir sole, or major, clieran be left vulnerable to the business cycles of
the larger company and there may belétin the way of opportunities for diversification. This issue is compounded
GKSY GKS NBa2d2NDS LINR2SOG Aa I G ¢undedordeniabd istsét 6y la sirkyle v
source. Resources business cycles typically go from boonstover the time frame of several years with some
cycles reaching decades. The fluctuations in international demand attribute to the severity of the cycle of the
resource extractive industry. The resulting impacts on employment, income and investmentd loukinesses can
have a devastating effect on the local communities heavily dependent on the industry. Some communities located i
remote areas with difficult accessibility could be especially negatively affected.

> The development of an educated andlski labor market cah F Fs8r@eiof cémmunits this labar may move
to other locations for employment.

Before promoting the benefits of locabntent, it is important to consider these changes, and the risk of tmdkntto
the local community and its social and economic development.

2.3 Local contentas a vehicle fosubnationaleconomic development: constraints ammpportunities

The extent to which resoureaffected communities actuallyenefit from the changes broughbout by local content
interventionswill depend on theicapacityto take up the opportunities and their level of dependency on the resource
sector. While some communities will benefit more from developing their own industmest Gubnationa) regians are
likely to benefitby adoptingthe dual approach of diversifying the local economy and enhancing the links to the rest of
the world (where local suppliers have high capabiliyf) important step for policynakers, resourcelependent
communities angbroponents- which is littlepracticed- involves undertaking a basic saeiconomic analysis to

determine the level of resource dependency and the specific industries that should be encouraged to operate in the

region.These resultgéform the local contat policy development procesknowledge of the success factors and their
Pages



indicators assistthese communities to assess and increase their capability to develop initiatives for local content.

One importantpportunity liesin the emergence of partnerships betwe#tustry,governments, support institutions

and development agencies to establish supplier linkage programs, with a view to enabling SMES to access financing a
skills development programs, technical mentoring andosupfor the development of business management skills
(Deloitte, 2004; Jenkins et al., 2007; Nelson, 2007; Ruffing, 2006; UNCTAD, 2001). Linkage programs also focus heav
institutional strengthening activities to encourage an enabling environmer@NtE development. One particular focus

has been in assisting women to establish their own small businesses by providing them with access to legal, business
financial systems, thereby reducing the gender gap that prevents many women from participatiemomic life (ODI,

2005; Wise and Shtylla, 2007).

A further opportunity exists in the evolvirdgtitudesamongst some muhnational corporatesowards local contentas
evidencedn the shift in the way the business case is communicated. In maay@est, the initial motivatiofor

investing in local contenvas a need to comply with formalised commitments, either to a host government, an
investment partner, or an Indigenous communiby pursuit of a social license to opera@mpliance was deemed
necessary in order to secure access to resources. Over time, hosgeeificallyn the case of local procuremettiiese
companies had become increasingly motivated by the desire to establish and maintain enduring partnerships with loca
suppliers for mtual benefit. Resource companies are now engaging in a range of local procurement interventions that
are designed to increase local business access to contract opportunities. These strategies include: assigning higher
preference weightings to local bussges in competitive bidding processes; sole sourcing arrangements with local
suppliers; price matching, that is allowing local suppliers to match the price of other suppliers; breaking large contracts
into smaller ones (unbundling) to create opportunitiessmaller local suppliers; requiring ntotal suppliers to sub

contract locally or to enter joint ventures with local suppliers; providing technical and management training and
mentoring; and linking local businesses to other service providers andiegéimat promote technological innovation

and provide access to finance (Esteves et al., 2010).

A major constrainties in the misalignment of the OGM project development timelines, timelines set by local content
regulations, and timelines required to kdilocal capability. For example, typically, for local businesdaes able to
participate in the @nstruction phase,pliercapability interventions need to start approximately thresays before
construction startsOne year is spent identifying Iacal businessesindertaking intassupplier capability gap

assessmerg andintegrating into tendes of larger contractors. Two years are spent undertalkaiging and

improvement to meet project requirements. The dominant practice of waiting for the Fiégsibd Planning Phase to
develop strategies for supplier and waorkforce development is too late. It is often at this stage that owners require the
large EPC /M (Engineering, Procurement, Construction/Management) contractor to consider local contéht. EPC/
contractors tend to operate in eost drivenhighly competitive markeind unless specifically incentivised to develop

local capability, will make procurement and employment decisions based on cost, quality and timing considerations. Fc
these reasondpcal content opportunities and local community capability assesssienild be identified durinthe

studies conducted at Exploration, Conceptual andf@asibility phases. At each of these phases, the challenge is to
manage community expectations, arwlitlentify which skills should be developed that can be applied to other sectors if
the project is not approved.

The studies and management plans that permitting authorities require of OGM proponents present an opportunity. In
addition to consideration of biphysical/environmental, social and health impacts associated with the project,
proponents and governments cloLbe applying the same level of rigourassessingpcal procurement and
employmentopportunities Integrating local content management plans ingrpitting processespen up the prospect

for meaningful analysiand stakeholder participatioand negoti#ion in identifying the future needs for sustainable
economic development at the subnational level.
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There are a number of frameworks available to guide collaborative planning for subnational economic development. F
example, AppendiiB suggests some dlicators of human and economic capital that represent factors contributing to the
success of local economic development (Markey et al., 2005, p. 146). It is also important to consider other determinan
of innovation at docallevel, such as density/acesility between firms; locahternational linkages; and local and

regional innovation policies and investment (Crescenzi and Rodifgeez 2012). The WBCSD (2012) has proposed a

set of indicators that represent factors contributing to the successcal lmontent in particular. These factors are

described as drivers in the local economy that affect-fewel competitiveness. A distinction is made between drivers of
competitiveness at the microeconomic or macroeconomic level. Microeconomic drivedenisiuman resources and
management capabilities; technological capabilities; access to finance; access to procurement opportunities with large
investing companies; and local infrastructure (such as transport, energy and communications); and clustgnsosinhd su
structures (such as industry commissions and trade associations) to generate additional synergies and opportunities fc
local firms. Macroeconomic drivers include capital markets; regulatory environment, and ease of compliance and
certification withregulation; import and export regimes, investment incentives; national infrastructure; and workforce
improvement, through educational and training policies.

The WBSCD (2012) report also argues thiadlacting such analysis in a migtakeholder deliberéve space can be
useful in informing which drivers of subnational competitiverssssithin the responsibility of government, and which
are influenced through collaborations between OGMs, governments,@8@other partners

2.4 Aspatialperspective @ local content

When designinglocal content strateg the initial step is to define the place of referenthe dominant approach is to

focus on the national level. Anothapproach(sometimes referred to addcatlocaR = Wt 2 OF f A & SRiénf] 2 N.
is to equate this place with the smallest administrative umitcombination of unitsvhere the natural resource

extraction projects take place, be it the village, tben or themunicipality.While it is true that these small

administrative unitsvhere resources are located are the ones directly concerned with the productive usage made from
the dzy” JowrQesources, tis ismerelythe starting point d the true spatial extenthrough whichthe OGM industry

effects spa. In particular, two spatialimensions are important when placing the subnational context in a broader light.

The firstspatial dimension is one aatural resource extraction activities. Although the actual extraction of resources is
fixed in spacebeingentirely dependent on the actual location of the resource, a large part of the activities of the rest of
the value chain aranattached andlexible. In fact, the actual extraction process, as a highly capital intensive process,
may not actually make us# local resources other than lamathd water OGM companies operate in highly integrated
global value chain&VCs)in whichthe local economies do not necessarily participate. Tipiarity explained by the
existence of higher scale economies in thedpiction of inputs in other locations, concentration of ownership along the
chain,the level of risk and uncertaingnd lack of speciaéisl knowledge and capital in the local economy.

The second spatial dimension to consider is the distributi@Tohomic activity within the country in question.
Agglomerative forces at work make population and economic activity concentrated across space. New businesses are
drawn to dense places because of the availability of inputs, serspesalied labar andcostumersFor instance, for
the case of Ghan&loch and Owusu (201@port that the large majority of the firms making up the mining inputs
clusterisconcentrated in théAccra Metropolitan Area and in the adjoining metropolitan area of Tevharethey are in
close proximity to théneadquarters othe producing mining companie€Bhis implies that evefor activities takng place
within the same country, there issignificanteffect of distanceFor instance, for suppliers thabald benefit from
linkages with OGM companies, the only way to operate may be by locating in an already dense locatiomytimapl
the suppliers have to incur transportation costdich are ofterprohibitive for small producaiin a country with poor
infrastructure. Furtherrare, it is important to nat that because of the concentration of economic activity in selected
places, the bulk of the creation of new businesses derived from OGM linkages may entirely bypass|tvajaral
even the regionglsubnational)econony.

These considerations do not imply that some local economies are condemned to never develop their own industries.
Rather, it points to the fact thatesigning the most beneficial interventions at the subnatiteal cannot be done
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independentlyof other regional and national effort¥oing so runs thesk of replicating or even contradicting other
policyundertakingsand may not achieve the necessary momentum that is required to create dynamic, sustainable
industries A narrow view of space can limitgtloptions ocommunity businesséds basic servicesuch as catering and
cleaningthat need to be sourced localiind constitute a source of employment for locadisit are not in themselvea
source of dynamic gainBrmscan exploit their unique advaagie of being at close proximity tike OGMproject siteby
being part ofarger competitive undertakings happening at the regional and national levels, such as the creation of
industrial parksclusters and growth polesr buildingechnologicatapacitiessand shaping governander the
upgradingof local businesses in GMEsssehaie, 2011)

With this perspective, the role ottors at the subnational levid towork actively in the design of such projects to
ensure that they stain tune with the aim of maximisg the benefits of OGM activities for the local populatidihis role
is explored in the following section.

3. The role of different actors irmaximisingthe benefitsfrom local

content to resourceaffected communities

3.1 Government

The role of thegovernmentneeds to be considered at different levels as the role of central government versus sub
national government varies greatly in terms of local content policy development and practice. Their respective powers,
lawmaking capacity and role in establishing and monitoring agreements with resource companies can determine their
contribution to local economic development outcomes. One common holeever is creating a businesnabling
environment through positive polidrameworks, building national and local capacity, strengthening institutions and
investing in industry developmert,d ¢St f a O2yaiNHzOGAGBS 20SNERAIKG 2F

Constraints within the public sector that can impact on local attrdevelopment include weak or unddeveloped
industry policy, overly bureaucratic business registration or licencing processes, uncertain tax regimes, poor
infrastructure, ambiguous laws, local rent seeking activity, corruption and limited hreeanrcecapacity. Donors play
an important role here in strengthening the public sector through institutional capacity building programs and public
sector reform initiatives.

Box 1 lists somexamples obroaddrivers of government. The roles that national antd-sational government can play
to assist in local content development aisoprovided. It is assumed that sutational governments can play a more
handson role because of proximity to tf@GMactivity and their need to represent local interests, butynhave limited
policy jurisdiction depending on the structure of government in the given country.

Box 1. Drivers of government

Protection of the national interest

Enact and enforce laws

Represent constituencies

Fulfil national and internationalbligations and commitments

Be seen as open and transparent

Ensure the economic and social prosperity of their peoples

Maximise and optimise the benefits of their resource endowment (national andatitmal government)
Protect localised social, environmtal and economic interests (for sutational government)

In some cases oversee their own national resource company

VVVVVVYVYVYV
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Roles in local content development
National level

>

Provide a stable macreconomic and political setting to support attraction of industry investment, whether

national or foreign direct investment.

Create a businessnabling environment; practical measures include reducing the complexity for a business to
start-up, lowering barriers to entry such as dydsurdensome regulations, incentivising business growth and
expansion, supporting the development of industry skills programs.

Establish an industry development progragaligned to the development of skills and industries sought by mining
and O&G supplyhains.

Support infrastructure developmeng which in turn supports the production and movement of goods and services
around mine sites thereby helping local businesses participate.

Link licences to local contergtwherever feasible ensure local contergwelopment plans are in place by companies
as part of their license or concession. Ensure these plans flow through to obligations of major contractors and sub
contractors and are localised to support suditional outcomes. Plans should include some foritauaets, be
measurable and be publically available. Associated is the need to establish clear legislation, regulations and rules
around local content obligations or expectations of compagpendixCprovides step by step guidance of how

local contentconsiderations can be integrated into the studies informing permitting processes.

Link concession payments to local capability progran@overnments can require a portion of OGM concession
payments to be allocated to funds for capability programs at thnational level. These early interventions can

allow adequate time for the required capability to be built to take advantage of opportunities brought about by the
project construction and operations phases.

Monitoring and enforcement of compliance to cortiments in Minerals Development Agreements
(MDAs)/ProductiorSharing Agreements (PSAShe location and extent of the local content development activity

(as well as other contributions to local social and economic development) can be dictated by gowernme
requirement through MDAs or PSAs. These instruments carry significant potential, as they define the rights, roles al
responsibilities of all stakeholders. Ensuring commitments are implemented also requires independent, reputable
agencies to audit Loc@lontent Management Plans.

Allocate royalty and tax arrangements to decentralized authoritig€Sovernments have the ability to encourage
subnational content by allocating royalties and taxes to decentralised authorities and enabling these authorities to
alocate funds based on development needs. They can also impose lower royalties and taxes on OGMs if by doing
OGMs are incentivised to increase levels of local content in a way that demonstrably contributes to sustainable
development of the subnationalconomy and thus reduces the obligations on government to provide welfare
support services. This type of negotiation requires a shared understanding of the benefits, costs, risks and
responsibilities related to subnational content development.

Establishmat of sociceconomic development fundsEconomic linkages and strengthening of capability can be
facilitated by establishing funds or trusts to return a portion of royalty income to communities, or enter4into co
financing arrangements with OGM contribut®to community development.

Local and regional development plar§Vhere national governments are the permitting authority, they can exert
influence over subnational local content programming decisions by requiring that the local content management
plan b integrated with subnational development plans. This calls for information sharing and cooperation between
sectors and different levels of government.

Direct donor activity- to align with significant resource sector investmeig. funding of roads aund resourceich
areas, funding of technical vocational and educational training programs, finance programs for SMEs, support for
CSOs.

Ministry or department of trade and industry, could establish a supplier certification process and database which
companies could draw on when seeking to identify SMEs for local content opportunities.
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Sub nationalevel

> Establish a small business support agenquy offer structured support for SMES in areas such as business
registration processes, advice for starting a new business, linkages to other SMEs etc. It could also offer training on
basic elements of running a business. Such an agency could promottuojijes stemming from local mining
investment.

> Set local content targetg where legally able, establish local targets in conjunction with companies in the area. If not
enshrined in law, a cooperative agreement that is publically declared can actagidiybdool in ensuring
companies maximise local content outcomes.

> Technical vocational education and traininghould be a key aspect of education policy at thesatibnal level.
While initial funding may come from the national government, innovative financing agreements may be struck with
companies if spending is linked to the development of a labour ménkgtdan draw from.

> Simplify business processesvhere performed at the subational level, establish fastacked registration services
for SMEs. Likewise, establish concessions on expensive business establishment processes.

> Supporting CSQsthis might ke the form of provision of facilities, training or access to information linked to
building the capacity of local businesses.

Broader issues to consider

> Government needs to optimise the returrealisable fom resource investmentwhether from domestior foreign
direct investment sources. In doing so, trawfés are sometimes made in agreements with project proponents
regarding taxes, royalties and their commitment to local content targets.

> [tis important that the company is not assumed to be thetsmh or financier of a function or responsibility typically
performed by a government. This is often seen in areas such as the provision of infrastructure, health, education an
other services linked to enabling local content outcomes.

> There may be timewhen subnational or communityfevel laws or regulations conflict with those set by a national
government thus creating a level of uncertainty for a company. This in turn may impact on willingness to invest or
commit to local content outcomes.

3.20GM conpanies

For the purpose of this paper, it is assumed that companies are public or private entities, not govesamedtor
controlled entities. While the roles proposed could still apply to governroemted or controlled entities, the level of
direct contiol and influence differs and may affect local content outcorBegyond the explicit licencing agreement
associated with a given mining concession, the company needs to establish and maintain a social licence to operate
within the communities around the pject site and beyond. Ensuring social and economic benefits flow to the local
community is one important avenue for a company to pursue. Optimising local content opportunities within its supply
chain is practical and can potentially be commercially aftrador the company.

Practical challenges however exist in achieving this goal. In a developing country context, the most common challenge
the lack of underlying industrial capacity in the given geography. Building local supply capacity is iretsteoiredt but

needs to be a medium to lorigrm objective. Shorterm goals need to be developed to ensure early and successful
engagement with the local supplier communiyppendix xontains @amples of OGNed subnational local content
interventionsin practice.

The company has other important obligations in the operation of its mine that include meeting set standards in health,

safety, sociabnd environmental management. They must meet regulatory obligations to the goveriament
contractual obligions in offtake agreementsand maximise financial returns for shareholders.
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Box 2. Drivers of OGM companies

> Maximise return to shareholders

> Operate effectively and efficiently while ensuring the maintenance of strong health, safety, social and
environmental management standards

> Be seen as good corporate citizens including through transparency of actions

> Meet regulatory and contractual commitments

Roles in local content development

>

Provide demand for goods, services and labquwhile theemployment andexpenditure associated witmaOGM
LINE2SO0 Aa adomadlyidAlrtxs Al OFryQdiG 06S laadzySR GKFG 7
the localworkforce and business communitgn participate in thepportunities éther directly or indirectly. The

strategy should include a local content component and establish clear metrics and a reporting framework. In doing
S0, it may require the company or its major contractors to deviate from their usual procurement practizeating
smaller supply packages, provide-asides, offer local preferencing, forward financing or rapid payment terms.
Simplifying procurement processes and forms of contract are measures that can also support access to opportuniti
Communicating oppdunities ¢ the company needs to communicate opportunities in ways that will reaténtial
employees and supplier®@utreach programs might include traditional media, social media, text messaging,
community meetings and other channels seen by local conitiaa to be effective. Drawing on the resources and

reach of CSOs is another mechanism available. Procurement notices and information about business opportunities
need to be aligned to local cultural, language and medieigvant practices.

Access to finace¢ cash, credit and equitgthe company can adjust its terms of trade meaning that the company

LJ &84 adzZlJJ ASNAR SIFINIieé (Kdza FraaradAiyad gAGK (GKS &dzLILx
liquidated damages, length of warranties, abh®@ S dzaS 2F ONBRAG OKSO1a FyR T2
viability. A company could also invest in specific SMEs giving the company and the SME some confidence in the ak
to meet supply commitments.

Industry cooperationg companies opeling in the same vicinity can aggregate demand for goods and services
known to be locally available in order to maximise the value of local content supplied. This may require the
unbundling of contracts to ensure such goods are not part of imported sapaigis. Companies could also

cooperate to jointly fundkills andsupplier development programs.

Skills andSME mapping undertake or fund a diagnostic of logabrkforce and businessapacity. This could include
identifying gaps between demand and sypphpability and wherever viable putting in place programs to help build
missing capacity or address structural flaws in the local market.

Support CSOdocal CSOs can be a bridge between the company and the business community. This may require
helping bud the capacity of the CSO, which could then play a role in monitoring and reporting local spending. Wher
commercially appropriate, CSOs could be allowed access to business plans, local content strategies and other
information supporting the transparenoyf business dealings.

Workforce and sipplier development programs assist in building local capability that aligns to supply gaps

identified in the mapping diagnostic. The company could fund this or be a significant contributor.

Appoint someone to be acamtablecRS Of  NAy 3 | LWzt A0 FIFOS (2 (GKS 02Y
important demonstration of its commitment to maximise local content outcomes. It also provides a logical contact
person for the community, businesses, CSOs and governmengagenvith on local content issues. This person

would also report on outcomes against the agrészhl contentplan.

Broader issues to consider

>

The company needs clarity and a degree of certainty to ensure it can operate in a viable manner and requires the
government to set clear rules and expectations. In the context of local content legislation or regulation it is important
for the company to sign on to these and believe they can be achieved. Targets that are unachievable may drive
perverse behaviour anehcourage the manipulation of data reported about local spending.
The company cannot be seen as thefaeo government funding all social goods and services. Managing community
and local businesses expectations is an ongoing challenge.
Companies will ndlypically engage directly with donors aside from initiatives such as business linkages programs.
Donor relationships are the purview of governments and to some extent CSOs.
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3.3Clivil Society Organisations (CSOs)

CSOs aredfined in this context asrganisedindependent (preferably politically nesligned) groups who have an

externally focused role in communicating with the community, public or private sector. This includes NGOs (internation
or national), industry bodies (business chambers) aadribdiaMany of the roles played by CSOs will require
supplementary funding support, as typically their own operational budgets are meagre. Companies can engage and
remunerate such groups to perform certain functions on their behalf, as can governntbetragencies.

Box 3. Drivers of CSOs

> To represent a special interest or cause including local economic developmer
> To be seen as independent and not a gigadension of a government or compair
> To ensure minority groups and stakeholders are heard

> International NGOs have a global brand to protect

—

Roles in local content development

> Advocacyg promoting the interests of the local business community. Raising awareness within the company of local
supply capability and also gaps in capability the compaay be able to assist in strengthening. Lobbying
government (national or subational) for better resource allocation to support the growth of local businesses and,
more broadly, human resource development. At times, CSOs can play an intermediaryweleniibe government
and the company on very localised disputes or conflictsistances of nowompliance with legislated local content
commitments, anticorruption laws or human rights violations (e.g. through the activities of local security f@&£3),
advocates can use the media to leverage public opinion, and influence government agencies and OGM home
O2dzy i NAS&a NBalLRyaAoftS F2NI SyT2NDAy3a (GKS O2YLI yASac
appropriate.

> Qrganising oaggegatinglocal businesseg into more formal groups; creating economies of scale to enable
participation in supply chain opportunities that individually the local businesses could not. Likewise, CSOs can play
co-ordinating role between companies operatiimga similar geography in order to combine supply opportunities for
commonly sought goods or services.

> Partnerships for implementatiorg CSOs can be implementing partners of social or indémstgsed programs
funded by companies. Such programs couldigtebusiness skills training, proposal writing, financing and product or
services pricing. Literacy and other skills development programs could also be supported in this way.

> Business hubg CSOs, including local business chambers, could provide traémings, access to ICT services,
printing and other services to support SMEs.

> Independent monitoring and reporting; within the boundaries of commercial confidentiality, CSOs, including media
organisations, can monitor and report local spending by compasieseasured against publicly declared local
content targets.

> Access to financemicrofinance institutions can play a critical role in enabling SME patrticipation in a supply chain,
primarily through the provision of working capital loans, business insaraervices and saving schemes. Some
institutions could offer training in financial management and other capacity development programs. CSOs can fill th
gap in the financing chain as many SMEsa@gsecure funds from the conventional banking sector.

> Ad\usory services to companiasthis can be an important service to a company so it can gain a better understanding
2F 20t &a20AlLt X OdzZA GdzNI £ 2NJ € | y3dzr S A&aaddsSa oKAOI
community. This knowledge plays awiia very practical way in how companies communicate opportunities to local
businesses and engage with them.

Broader issues to consider

> In engaging CSOs, companies and government need to balance their expectations of what they seek from them wi
their structural and practical constraints. They often have limited human resource capacity and lack an understandir
of the mining and O&G sector. Many also have practical constraints such as limited facilities, whether office space,
or communications equipmenand mobility due to lack of transport. Funding of programs is often an issue for CSOs

and at times their preferred independent status can be challenged if they are seen to be funded by one party.
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3.4Donors

In this paper, donors comprise traditionallésieral donors such as DFID, the EU, USAID, AusAID and others; internatione
financial institutions (IFIs) such as the World Bank Group (including the IFC); the African Development Bank (AdDB), tl
European Bank for Reconstruction and Development (EBRiDye United Nations and its specialised agencies such as
UNDP, UNCTAD and others.

Given the diversity of the donor landscape, the nature and level of contribution varies significantly. Individual agencies
can play very active roles if supporting lagebnomic development is part of their agenda in a given country. Other
agencies might support broader social and infrastructure development that contributes indirectly to local economic
development.

Box 4. Drivers of Donors

> Their national interesta/hether trade, security or politically focused

Managing domestic economic constraints that influence aid budgets

Their own national aid agenda and sector priorities

Poverty alleviation, although executed through widely different approaches

Sector orientatins, e.g. DFID and EU support more private sector growth programs compared with e.g.

V V V V

Roles in local content development

>

Align programs to support industry developmentthis might include clearly linked activities from institutional
strengthening btrade ministries to reforming business regulations, through to localised supporting business linkages
programs. Other initiatives could include building human resource capacity, health programs, infrastructure
development and other programs that contriletto improving economic activity but are less directly linked.

Support CSOsthrough capacity development programs and in the provision of operational funding in some
circumstances.

Technical assistanagat times donors may provide individual expastfund small consultancies that are directed to
support localised industry development. Other forms of technical assistance are linked to a broader aid program or
loan from a development bank such as the World Bank. In addition, donors, as a coleetivegpository of

technical expertise and research materials that can assist government and industry.

Broader issues to consider

>

Donorled activities are designed to align with the recipient country national development agenda. Timeframes for
developmen of these programs are typically meyear and likewise in their implementation. Individual

program/project designs are often rigid therefore can be less adaptive to an emerging need and, once in progress, i
is difficult to insert new activities. As $ycompanies cannot rely on receiving supplementary support for their own
programs from donors and indeed some donors have a policy of not supporting commercial activities ie local conter
development of private sector organisations.

Donors almost exclugly engage with government, more often at the national level. Institutions like the IFC and the
EBRD are an exception and have an almost exclusive private sector focus.
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4. Options for Revenue Watch Institute

wS @Sy dzS 2 I (iebify inth tfedotal dordedit Sréna requires careful consideratiaimefole the organisation
will play, clarity of objectives, and knowledge of strengths to be leveraged for effectivBoess.suggestions are
offered below, selected for their alignmenith RWIs current focusbme of these suggestions havaergedfrom
interviewsconducted with RWI partners in Ghana.

Other potential roles for RWI in the local content space could be linked to the roles identifies in Section 3. In particular,
RWI potentially fills a role support of CSOs as they build their capacity to engage with the emerging resource sector
and address community interesassociated withhe sector.

Policy objective Potential RWI activities Examples of similar RWctivities’

Active and informed | > Facilitate nulti-stakeholderdeliberation | > Blora and Bojonegoro districtdr{donesia)

citizen participation in
local content planning
implementation and
monitoring

in setting sharedocal contentpriorities,
through provision of funding, capacity
building andechnical assistance to
partners and district governments.

> Inform dtizens of peential impacts
(positive and negative) of local content
development

> Assist communities in disaggregating
OMG procurement demands (goods,
services and labour) to better
understand where local content
opportunities can beleveloped.

Through ooperation with the Open Socie
Foundations Local Government and Pub
Service Reform Initiativevorked with local
partners to form multistakeholder groups
to overseeregional developmenplanning
Local government ownership was
secured through a Memorandum of
Understanding, signed in June 2008.
Shortly after, both district governments
issued decrees, legitinmigythe projects
and each partner organised a seminar
and three districtievel workshops.
Arequipa Peru} more than 600 citizens
participated in drafting the regional
development plan.

Transparency and
accountabilityin local
content

> Working with government, civil society
and companies to develop transparen
mechanismssuch as a public databasg
of upcoming OGM contracts, and
successful bidders

Indonesia RWI's engagement with civil
society, government and the private sect
led to local transparency lavg®verning
public accountability of oil and gas
revenues.

Nigeria the RWAfunded Bayelsa
Expenditure and Income Transparency
Initiative (BEITI) developed a
multistakeholder platform to track state
revenues, transfers and expenditur&eITI
membership includes compees
committed to disclosing payments they
make to the state government.

2 Sourcehttp:/mww.revenuewatch.org/index.php

*Refer to theePilbaraexample in Appendix A.
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Palicy objective

Potential RWI activities

Examples of similar RWctivities’

AligningOGM
activitieswith local
economic
development planning
and industrial policy

> Working with governments to facilitate
companies asources of informatioffor
estimating demand for local inputs, as
well as for forecasting social,
environmental and economic
challengesand toinvolve companies in
planning processes to align corporate
social responsibility investments with
public plans for local capacity build
and industry development.

> Workingwith government to develop a
tool to forecast employment, and good
and services demanded by OGMs in t
region,potentialeconomic benefits fron
sourcing these localgndinvestment
required to meet capability gapsnd to
designbudgetsaccordingly

> Work with CSOs tsupport or fund
socb-economic baseline studies in
emerging resource areas to guide or
underpin the development of local
content positions papers/public policy.

> Work with CSOs and industry toadyse
the gaps in current industry policy to
identify areas that can lead to greater
support for LC outconsamongstocal
industry.

> RWI works with partners to help them

understand revenue flows between
companies, central governments,
subnational governments drother
institutions such as traditional councils.
Arequipa and Piur@Pery: assistance from
RWI helped the regional governments
develop a tool to forecast oil, gas and
mineral revenue transfers and formulate
their annual budgets based on these
estimates.

Local revenue
management for
capabiity
development

> Working with subnational government
to manage revenues from OGM
activities, for investment in skills,
enterprise development and other
enabling conditions for local content

> RWI is researching possible tools for locg

revenue management, as few subnationg
governments have legal authority to
establish stabilization or savings funds.
GhanaRWI is working with the African
Center for Economic Transformation (AGC
and the Norwe@n government's Qil for
Development Program (OfD) on the
development of an Extractive Resources
Facility to be based in ACET's offices in
Accra, Ghana. The facility will provide
technical assistance to African governme
in the development of extractivedustry
legal and fiscal systems, the negotiation :
monitoring of contracts, and the
development of effective regimes for
environmental management of extractive
projects.

National regulations
for improved state and
local government
action

> Working with partners tamprove the
nationallocal contentpolicy
environmentdo increase effectiveness
at state and local governmetgvels

Peru:RWI supports efforts to change
policies restricting the use of revenues by
subnational governments.
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Policy objective Potential RWI activities Examples of similar RWctivities’

Increase participation | > Working with indigenous communities| > United StatesResearch project on
of Indigenous Peoples|  on includingndigenouscontent aims in management of oil, gas and minerals in

and other vulnerable Impact & Benefitgalso called native communities. Early work in the

peoplesin OGM Participation)Agreements Philippines and Indonesia.

projects > Working with CSOs representingnven | > Ghana RWI's work led to traditional chief
and vulnerable groups on their agreeing to publish the audit of their
participation in local content accounts.
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Appendix A. Mapping olocal contentpolicies & regulation

Regulations specifying minimunoktal Content targets

Regulatory mechanisnase designed with the aim of increasing the procurement and hiring opportunities available to
local enterprises and worker€urrently, 31 countries that are WTO membit are also considerddeastDeveloped
Qountries (LDCsanintroduce measures thateviate from the NTO clause fodefined periodof time on thegrounds

2 ¥ irfdi@dualdedelopment, financial or trade needs, or their administrative and institutional capaiiliGas of

this group of 31 countries, only Angola has introducealieiklocal content requirementsee Tablé below).

In countries with a small or weak industrial basel a limited skilled workfordheselimitations have a material and
direct impact orwhat is possible or realistic in termslof O 2 dzy (i thiih lQcal cant&ndhjkitives, whether it be
legislated or notIn a LDCs context, it is often the case thatmajority of the inputs iad services required by the
hDaQa 3f 20 I &re shulzdibfodd, tibokidgh imycditer expatiate labour.In this caselocal content
provisions thaattempt to stimulate local economies are ofteanstrained by a lack of regulatarptions that can be
reasonably applied.

There are twamain reasoswhy mostLDCs countries have not enacted local content regulatibasrery prominent
YAAYlIGOK 060S06SSy AYOUSNYyFGA2y Il O2YL)ofth&adhasBriddm® NB Y S
limited capacity that. DCs have in introducing, implementingl aegulating legislation, on the other. Additionally,
international investors face significaatlditional challenges in LDCs in terms of their operational risks, stemming from
constrairis inpublicinfrastructure,securityand often an underlying low levef local supply capacity. This risk combined
with unrealistic or unworkable local content regulations can be a major deterrent to investment.

Currently, the group of countries that have translated local content requirements into their national legisiaimains
limted 9 EA&GAY3 20t O2yGSyid tSaratldAazya I NE Ay (KS
specificity with which they define the obligations of OGM companies, and the number and power of regulatory tools
avaihble to the state Some othenon-LDC WTO member countries/eaeviated from theNTCOclause byranslating

local content policies into legislations and regulati@g. Indonesia and Nigefiayvhile others (e.g. Kazahkastan) are

not WTO members.

While regulations with precisely defined scope and goals can be, in theory, more powerful in terms of enforcement, the
may also prove to be too rigid in the face of changing competitive circumstances. Legislations that are not in accordant
with local realites can be counterproductive, as they may lead to economic inefficiency and increased corruption.

* Under the modification of the agreement of TRIMs by Annexure F on Special and Differential treatment of the Doha Work
Programme Ministerial Document (2005)

® As a consequencehdsecountries may be challenged by other members before the WTO Dispute Settlement Panels
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Tablel: Local content legislations

Country

Legislation

Description of relevant articles

Source

Angola

The Ministry of Petroleun
(MinPet's) Order No.
127/03 of Nov. 25, 2003.

ly32t Ay O2YLI yASa aK2dzZ R 68 | g6 NRSR (KS NXf Sgl vy
GKS 0AR&a adzoYAOGGSR o0& FT2NBAIy O2YLI yASaove { SNBAOQ
services and supply of goods that do not require substantial investment or expertise (e.g., catering, garden
cleaning, transportation or water supply) is reserved to Angolan companies: thatis, companies in which 5
the share capital is held by Angolan nationals. Angolan contractors may subcontract foreign companies tq
perform the contract.

Preferential treatment: Angolan companies benefit from preferential treatment in competitive tenders for ser
and goods. The order provides that they should be awarded the relevant contract whenever their bid is no r
than 10% higher than the bids submitted by foreign competitors.

Decree 20/82

Mandatory Hiring and
Training Of Angolans by
Foreign Companies
Operating in the Angolan
Oil Industry Official
Gazette (Diario Da
Republica) | Series No. 9

The Decree stipulates the requirement to submit a plan of recruitment and training of Angolan personnel wil
AKIFft O2YLINRAS alfft GKS ¢g2NJ] LRRarAdGAazya AyOf dzZRAY
programs for technical specialization and professional training or improvement in the national territory or
FONRBIFR F2NJ GKS LISNE2YyySt Syl 288R 2NJ G2 0S8 SyL)X 2
The final decision on the training programs and periods of training to be adopted is responsibility of The M
of Petroleum, while foreign companies have the responsibility of their execution. Additionally, companies g
NXIljdzA NER (2 &adzo YAl SOSNEB |jdzZl NISNI aF RSGFAf SR NBLI
and assistance for training (formacgéo e estagios) of the Angolan workers pointing out the difficulties met &
FO02YLX AAKYSyd FyR adz23SaidAy3d azfdziAzya F2N K2
¢tKS 5SONBS &a1LISOATFTASA (KI G GKS NBONHZA GYSYyd FyR GNJ
planned in order to get the established goals of percentage of the whole number of workers hired by compal
F2NBAIYy SyidAadrSaao C2NJ (KS&aS O02YLl yASa &Kl @S (K
currency for Angolan personnel training which will constitute a revenue of the General Budget of the State g
Kl g8 a4 | O2dzydSNIJ NI | G GKS o0dzR3ISG 2F SELISyasa
The Decree also specifies the consequences of non-compliance with these regulations: the non full
accomplishment of the plan of recruitment and training of Angolan workers by the companies or foreign en
can cause the cancellation of the contract, or alternatively, the Ministry of Petroleum can establish a pecu
penalty which can reach an amount equal to the double of the sums which would have been spent if the du
been accomplished.

Original Legislation/Meng
Local Content Online

Indonesia

New mining law in
December 2008, replacin
- a/ 2y GNY O

system with a system of
licensing. Law n. 4/2009

' YRSNJ ! NJIAOf S& dhp ¢MMH YR MHYy mmooX O2YLI yAsSa |
products in Indonesia, and the extent of the required local processing and refining are to be specified in th
Implementing Regulations.

Additionally, comanies must give priority to the utilization of local employees and domestic goods and ser
accordance with the prevailing laws and regulations. In order to conduct operational production activities,
companies must also allow participation by local entrepreneurs in accordance with the prevailing laws an
regulations.

reagrding Ownership, the Law establishes that after 5 years of production, "companies must divest part of
foreign shareholding (if any) to the Government, Regional Government, State Owned Business Entity (Baddg

aAf Al bSAINFX 2N 4. 'abédvsy wSaazylrf hgySR .dzaAaySaa

Original Legislation,
Chirstian Teo & Associati
(2009)
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Country

Legislation

Description of relevant articles

Source

Kazakhsta

New Law on Subsoil and
{ dzoa 2Af 138
[ 660 HwHAmn

Under this new law, if a subsoil user wants to buy certain equipment, or hire a subcontractor for drilling,
processing or other subsoil-related activities, he is obliged to follow the Procurement Rules approved by t
These rules include long-term procurement plans from major operators and specific local content requiren
RSTAYSR Ay GSNX¥&a 2F LISNOSydl3a3sa 2F aviil1K O02yadS
procurement from Kazakh suppliers by 2012.

aYFTEF1K O2yiSydé NBTFSNRBR (2 dz&AaS I'yR RS@St 2LI¥Syi
transfer. Such development is ensured through creation of legal mechanisms obliging subsoil users to usg
goods, works and services in their operations, as well as to increase proportion of local employees amon
A0FFF YR GKSANI O2yGNY OlG2NBEQ adGl FFo

''YRSNI I NIAOES Tnodc o0t dzNOKIF a8 2F D22Rasx 22Nja | yR
dzd SND& SELISYRA GdzNB& F2NJ LIZNOKE aAy3 D2{ YIRS Ay d
held outside Kazakhstan shall be excluded by the competent authority for the costs, accounted as perform
GKS adzoaz2Aift dzaSNJ 2F Ada O2yGNY Oldzk £ 206t A3IFGA2Yya
obligations of the subsoil user which automatically entails the risk of early termination of the subsoil use
contract by the Competent Authority.

Subsoil users under the obligation of meeting a certain percentage of Kazakh content can procure goods W
KZ Certificate. A CT-KZ Certificate is issued by the Technical Regulation and Metrology Committee to Kazg
manufacturers of goods for a period of one year. This certificate also gives the right for the conditional 20
cent discount to suppliers when participating in a tender.

production and labor force, as well as technology transfer. The draft subsoil law would also require that U
companies enter into a joint venture with KazMunayGas, the national oil company, which would own a min
51 percent share in all new exploration and

production contracts.

Original Legisation/Worl
Bank (2012)/Grata Law
Firm (2012)

Nigeria

Nigerian Oil and Gas
Industry Content
Development Bill, 2003

The Nigerian Oil and Gas Industry Content Development Act 2010 contains provisions to enhance local

participation in all aspects of oil operations. These include specifying minimum amounts of local material
personnel used by oil and gas operators in the country. For example, the law stipulates that 65% of divers
energy projects must be Nigerian, and 60% of steel ropes must be made locally. Additionally, the Nigerian
Division (government division empowered to work with industry stakeholders to develop local strategies ar

Original Legisation/Mena|
Local Content Online

Russia

2011 Amedments to the
Strategic Sectors Law (S§
of 2008 and PSAs

The SSL introduces a list of 42 strategic sectors in which purchases of controlling interests by foreign inve
must be preapproved by the Russian government. Local content provisions do existin Russian law, but th¢
terminology is so vague that actual local content clauses are negotiated in each contract. Existing PSAs, |
content requirements are, if anything, becoming more stringent. International operators are expected to emy
diverse range of strategies to ensure their projects bring stable and sustainable growth to Russian commu
This includes "unbundling" of contracts and price preferencing for local contractors but focuses most stro
YAONRTOKFy3Sa (G2 LINRPOAdNBYSyd LlftAOe ¢ SyadaNRy3 A

competing for contracts as the international suppliers.

US Trade
Representative/Menas
Local Content Online
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Country

Legislation

Description of relevant articles

Source

South
Africa

Mining charter.
Competitive Supplier
Development Programme
In February 2007, the DT
published Codes of Good
Practice in the Governme
Gazette that included a
new generic scorecard to
YSI adzaNS | Of
of BEE in areas such as
equity ownership,
management, employmen
procurement from black-
owned companies, and
development of black-
owned enterprises

¢KS /2RS4 LISNIYAG Ydzt GAyFGA2yFE O2NLIRNY GA2ya G2 S
non-equity areas, provided the DTI approves and provided the multinational has a global corporate policy
owning 100 percent of the equity in its subsidiaries. South Africa's local content policy is driven by pragm
economic concerns more than real resource nationalism, as in many states. Supplier Development Plans,
AyaidtryOoSz N8 (2 aNBSTFESOG I olttryOS 0SGeSSy RS@S
has four elements: 1. A strategic local supplier development plan, 2. A procurement policy, 3. Integrating th
process into the DPE and SOE management systems, 4. Institutional support in the form of a competitive s
development program run through the DPE.

Supplier Development Plans are intended to locate opportunities which can improve the capacity and of lo
suppliers. At all stages of the process, consultation with suppliers and the identification of key performang
benchmarks is required. Skills development and local procurement are two of the main areas of focus. So
plans are relatively modest, reflecting the government's awareness that local companies are not yet capab
ensuring adequate supplies. The targets include local procurement expenditure of 40%, local consumable
of 50%, local services of 70%, and where a supplier is a multinational, the multinational is required to cor
0.5% of the amount paid by the local company to a social contribution fund.

Original Legislation; US
Trade Representative

Ecuatorial |’

Guinea

I NI A Of Sa yy
country's Hydrocarbons

Law

bl dA2ylFf LISNE2YYSt NS G2 6S AyidSaNr GdSR Ayidz al
NBIj dzA NBER G2 OF NNB 2dzi |yé LINB2SOGa 2F 4Lzt AaA0 09§
"during the term of this contract, the parties comprising the Contractor (other than the National Company) s
spend a minimum (insert amount) Dollars per calendar year, to provide a mutually agreed number of minig
National Company personnel with on-the-job training in the Contractor's operations in Equatorial Guinea 3
overseas and/or practical training at institutions abroad, particularly in the areas of natural earth science]
engineering, technology, accounting, economics and other related fields of oil and gas exploration and
exploitation. Additionally, during the term of this contract, the parties comprising the Contractor (other than
National Company) shall transfer to the Ministry a minimum of (insert amount) Dollars per calendar year
the Ministry shall use atits sole discretion to educate and train Equatoguinean personnel selected by the
at universities, colleges or other training institutions selected by the ministry and for other general training
educational purposes". These costs are recoverable as a Petroleum Operations Cost.

Original Legislation;
Menas Local Content
Online

Zimbabwe

Amedments to the Mines
and Minerals Act

Accordingto the authorities, under the Indigenisationand EmpowermentAct for the mining sector mining
companiesare expectedto submitindigenisationand empowermentplansto the Ministry of Indigenisation;the
plans must spell out how they plan to meet the Act's requirements for 51%shareholdingn indigenoushandsg
within fiveyears.Thelndigenizatiorand EconomicEmpowermenBill will giveZimbabweanshe rightto takeover,
and control manyforeign-ownedcompaniesin Zimbabwe.Specificallypver 50%of all businessesn the countryj
will betransferredinto local blackAfrican hands. Thebill defines an indigenousZimbabwearas "any person
who beforethe 18 April 1980wasdisadvantagedy unfair discriminationon the groundsof his or her race,and
any descendantof such person" (The Economist,"Blackeningthe Economy",13 September2007. Viewed at:

http://www.economist.com/world/africa/displaystory.cfm?story id=9804332.

WTO; The Economist 13
Septemeber 2007
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At the subnational level, there are a few recent examples of legislations specifying sqgalicgbntent requirements on
sourcing local goods and services and/or setting a percentage of local participation or training of w@Kaé in
affectedcommunities One of such examples is the RegulationegfaRtsNumber 48/2011on local content on the oil

and gas industry of the district of Bojonegoro, Indonesia. In partiddéale 7 Chapter Ill establishes the ways in which

operators will faciliate the nvolvement and/or empowering local conteriticluding the mandates to supporting
partnerships between public local enterprises and local entrepreneyssdwding a spac& 2 Mdald@nterprises /local
entrepreneurs to partner with large firms thithe appropriate competencies to strengtheapital/ competence/

capability transfes X
to partnership with local entrepreneurs who hosted the projechdiitss @ ¢ KA a
dzy RSNERG22R 08

g KI

Aa

by R

and/or monitored.

I f aaspacedocalii® adviaita lgca enterprises /local entrepreneurs to be able
tfSaratlrirzys K

08 ALINZ2GARAY3I | &Lk OS¢z oKL

In the case of labour, the legislation mandates the centralizatidhe recruitment process in Bojonegoro regjdhe
possibility for locals for access opportunitiesdpprenticeship trainingthe mandate to carry out the recruitment

LINE O Sgiving adraionait proportion for local labor through a competitive silactystend >

O2 y i NJ OrdvRiestdatabase ain thi availability of local labor in accordance with the needed qualificdtion ¢
legislation does not set specific targets for number of locals to be trained and/or hired, th&dimeof the objective
and the potential sanctions to operators in case of-sompliance. Only in the category of unskilled work does the
legislation mention an explicit target 400%of local labor, from whichlistricts and villages in the project arslaoutl be

prioritized. Furthermore, in Chapter 4, the mandate to provide information about potential opportunities for the local

community in a transparent manner is included but the ways in which this objective is to be carried out are not

mentioned explici2 ® C dzNJi K S NE
local contractof O2 Y RAGAZ2Y | €

iKS

2y GKS t20Ff | @At oAt AGiEthe2 T

work could be carried out bydal entitieg ®

There is more amplevidenceon tightening up of approval and regulatory processes to requiogponents to produce
local content plans that include the participation of enterprises and workforce in the subnational reaffeated area
and that arealigned with the regional economic development pl8ome eamples are summarised in Table 2

Table2: Examples of sharpening of approval and regulatory processes

Country Policy/regulation Specific requirement
South Africa | Mineral andPetroleum | The contents of a social and labour plan must ingladgong othersthe employment equity statistics an
Resources the mine's plan to achieve the 10% women participation in minirtb49% historically disadvantaged
Development South Africans (HDSA) participation in management within 5 years from the granting of the right or
RegulationCh,2, conversion of the old order right.
Part 2 : Social and A local economic development programme which must ingladeong othersthe procurenent
Labour Plan progression plan and its implementation for HDSA companies in terms of capital goods, services al
consumables and the breakdown of the procurement
Indonesia Article 74 of the Law orf Companies doing business in fied of and/or in relation to natural resources must put into practice
Limited Liability OYDBANRYYSyYyllt YR {20A1If wSalLRyaAiroAftAaAde o009
Companies (2007) which shall be budgeted for and calculated as a cost of the Company perforniavttietoshall be with
RdzS IidSyiAaz2y G2 RSOSyOeée IyR FTIANYySaaodé Cdz
contain at least: a report on the implementation of Environmental and Social Responsibility (ESR).
Philippines | Amendments to| A Social Development Management Plan or SDMP is a compreHemsyearplanrequired to be

Sectiors 134136 of
DENR  Administrativ
Order No. 9640, the
Revised Implementing
Rules and Regulation
of Republic Act No.
7942, otherwise knowr
as the "Philippine
Mining Act of 1995"

prepared by all mining operators in the Philippines under the national law. The SDMP begins with t
commencement of mining production and would be in place for the life of mining operation.

The SDMP describes the programs, projects andtaes that would be undertaken by the mining
operator to promote the general welfare of the inhabitants of the barangays where the mining area
located as well as neighboring barangdye Law stipulates that foreign companies shall, at their own
expe/ 4SY GIABS LINBFSNBYyOS G2 ljdd t ATASR CAf ALY
GKS YI22NARGe 2F $gKAOK aKFff 2NAIAYLFGES 002
O2YLI yASa akltf &3 @seforndtan afdemtidpredar iy devdelpingntifor
LIS2LX S Ay GKS YAyAy3d O2YYdzyAGASa +a +y Ayl
Activities recognized under Philippine law, and which form part of an SDMP, include, among otherg
w Human resourcdevelopment and institutional building programs in the local community
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w Enterprise development activities which support income generation
W Assistance for infrastructure development and support services in the community
State of Sustainable Resource | "After assessing the project's social impacts, the project proponent is required to prepare a social in
Queensland | Communities Policy: | management plan. Among the social impacts, otesués the plan addresses are: stakeholder
Australia Guideline to preparing | engagement, workforce (training and employment), worker accommodation and housing, local indu
a social impact participation, health and community services. The plan should be developed in consultation with
management plan governmentandcommiA 1@ &l { SK2f RSNE ®¢

Regulations to give preference to locals but no targets specified

Alternatively, some countries bound by the NTO clause have adopted a significant number of local content policies
within the parameters established by internationaldesand investment agreements. These policiesatidirectly

increasing the participation of local workers and suppliers without establishing legally biatimgallocal content
legislations and regulationEnforcement in these cases relies in mechasigiith different degrees of power, that

range from specific commitments in Production Sharing Agreements to general agreements on the need to support loc
content that do not impose any sort of restrictions on OGM companies.

The needor suchpoliciesarises whenOGM companies have limitdaiowledgeof local capabilitiesvhen local agents

have limited access to procurement and employment opportunities in OGM compani@er when the government is
uncertain of the benefits of stronger policy actiomsluding legislationUnlike other types of interventions, initiative for

this type of policies can come not only from national, regional or local governments, but also from OGM companies, lo
and regional orgasations,or NGOs and other types oivil society organizatiorat the community level

Examples of tasetypes2 ¥ L2 f A O& Ay Of dzRSY Sy adaNAy3d aFdzZ £ = FIANI I
(iniiated byy F GA 2yt 2NJ adzoyl GAzyl f 38 @GNV Y QYdial goaniog@dty SINE A v
agencie} identifying and informing about business opportunities for local companies at the project ((b&

companes); and, harmonizing supplier requirements and encouraging the implementing of certificatemsyer

local supplier$(local government agenciesdor OGM companiésA particularly relevant policy for local Small and
Medium Enterprises (SMES) is the requirenfenténbundlingZontracts™® Unbundling contracts involves breaking
packages of wortir supply agreements into smaller parcels that are within the capabilities of targeted businesses to
fulfill (Engineers Against Poverty, 2011)

The advantages of these type of policies is that they can be readily implemented because they do not depend on
enacting regulatory tools, and that they can be flexible to the needs of the local economy and the OGM companies. Th
main disadvantages areahtheir effectivenesslepends on the existence of a pool of competitive potential local

suppliers, and that compliance cannot be legally enforced.

At the subnational level, thienposition of monitoring and reporting requiremernds companieserves toricrease
visibility and access of opportunities for resouatiected communities to participate in OGM activities. The provisions
of the Mineral and Petroleum Resources Development Regulé@itapter2, Part 2 of South Africa provide an example
(See Bok).

® Australian Industry Participation National Framework.

’ See for instance the supplier registry system developed by the Industrial Association of Angofasta arsbmisamies in Chile, or
the supplier databases developed by the NGO SBP in South Africa, Tanzania and Malawi.

® ExxonMobil Local Content Plan in Papa New Guinea.

° Atacama mining cluster, Chile.

%1 Canada these are established unBarticipation Agreemnts (PAshetweenlocal affected Aboriginal communitieedmining

companies.
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Box 5 Mineral and Petroleum Resources Development RegulafiSouth Africa

Chapter 2, Part 2

The requirement of a human resources development plan not only has to identify, but also report iumthesr
and education levels of the employees ahd number of vacancies that the mining operation has been unable|to
fill for a period longerthan 12 months despite concerted effort to recruit suitable candidates. Additionally,
companies must submit a report on the implementation of a career progregéan,a mentorship plan and an

internship and bursary plan in line with the skills development plan and the needs for the empowerment groups

Mandated community engagement processes in resource re¢goeh as ifPapuaNew Guinea Queenslandiustralia,

Peru, Indonesia, PhilippinaadBolivia)also serve to provide information on opportunitiddandated requirements to
include benefit sharing or other community development focused initiatives alsobeen included in som@ 2 dzy’ (i NEB C
mining regulations. However, as a legislative requirement this is still comparatively rare. Countries with strong policy an
regulatory approaches include Chile, Papua New Guinea (PNG), and South Africa. In addition, Egypt, Eritrea, Guinea
Mozambique, Nigeria, Sia Leone, and Yemen have recently introduced community development regulations. It is
understood that Ghana, Tanzania, the Democratic Republic of Congo (DRC) and Namibia are increasingly seeking to
entrench community development initiatives withimeir policy frameworl{World Bank, 2010Y he examples of Peru

and Papua New Guinea are provided in Ta@ble

Table3: Community development regulations in Peru and Papua New Guinea

Country Policy/regulation Specific requirement

Peru Decreto Supremdl® 07% ¢tKS RSONBS SailofraKksSa I wg2fdzy il NBEsS S
2006EM, establishing the per cent of the mining compani®s y S | yydza f LINRPFAG aAayOoSs
YaAy Ay 3 t NP 3IN| years. This contribution is intended for development projects related to education, health,
{2t ARFNAG& ¢ A| nutition, productive chain development and infrastructure in the area of operation of the
between the Peruvian State | mining compargs.

and mining companies

Papua New Section 3 of the 1992 Mining | Requires the formation of Development Forums. The Development Forum is a process o
Guinea Act negotiation between national, provincial and local governments, affected landowners and
project developers prior tthe issuing of a Special Mining Lease. The outcomes of these
negotiations in the forum are typically a tripartite set of agreements between national
government, provincial government and landowners, and a Mine Development Contract
between the national gowvement and mining corporation.

Regulations to build local enterprise and workforce capacity for LC participation

Given that policies aiming at increasing access to opportunities have only limited impact on the size of the local supply
goods, serviceandlabour, some countries have adopted complementary policies aimimgegasing the size of the

local supply and workforce availabilisgxamples of this type of policy inclutéese aiming aincreasing local
participationviaspecificrequirement totransfer knowhow and skills related to OGM operations to local enterprises and
workers, and the requirement to train the lodabourforce. A related strategy ike requirement to form joint ventures

with local public or private companies, in order tasare, in a more direct way, the transfer of knowledge and

technology from foreign OGM companies to local compari€bese initiatives can also come from OGM companies

and other norgovernmental organizations, for instance when OGM companies design @pattsorogrammes for

private sector developmerif.

" In countries where the state is an active economic player, such as China and Brazil, this policy has been accompanied with an
increasing share of public ownership on OGMtesl industries (Deloitte, 2010).

12 See for instance themall Business Initiative, Anglo Zin{elgAnglo Americajin South AfricaChile and Brazil; atdS ¢ Y2 y (i Q &
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The impact of this type of policies on the local supply depends on the timely coordination of complementary industrial,
educational, technological and local content policies. For instance, there camifieagig training of workers in the

midst of increasing skill shortages if training requirements are not accompanied by extensive educational investments |
the right areas. Furthermore, the stimulus to the local supply should also be strong enoughrtotaasthe local

supply is sustainable andtimately internationally competitivén terms of quality, value and scalabiligven after
coordinated efforts have been made, and important sums of money have been invested, it can be the case that the loc
industry remains uncompetitive.

At the subnational levelpsne countries have andated spend on enterprise and skills depehentas part of social
spend funds required to be set lyy mining companies. The Philippine example is provid8dx 6 others include
India, Papua New Guinea, Peru, Kazakrestaibouth Africa

Box 8 Revised Implementing Rules and Regulation&epublic Act No. 7942, Philippines

Section 136. Development of Host and Neighbouring Communities

The Contractor/Permit Holder/Lessee shall perform the following:

a. Coordinate with proper authorities in providing development plans for the host andbmgigg communities;
b. Help create selustaining income generating activities, such as but not limited to, reforestation and production of
goods and services needed by the mine and the community. Where traditiorslisilining income generating
activities are identified to be present within the host and/or neighboring communities, the Contractor/Permit
Holder/Lessee shall work with such communities towards the preservation and/or enhancement of such activitjes;
and
c. Give preference to Filipino c#tizs, who have established domicile in the host and neighboring communities, inf the
hiring of personnel for its mining operations. If necessary skills and expertise are currently not available, the
Contractor/Permit Holder/Lessee must immediately preparé andertake a training and recruitment program at it
expense.

CKS t KAfALILIAYSAQ aAySNrfta ! QliAz2y titly |faz LINRQ
Informed Consent (FPIC) as provided for in the Indigenous Peoples Righsswielt as the rights of communities
with tenurial instru